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Preface 


Operating Budgets are one of the key initiatives of PS2000. Managers 
will be allowed to manage resources in the most cost-effective manner 
without being restricted by PY controls. 


Operating Budgets provide a new framework for the management of 
resources by establishing a single budget for salaries, wages, operating 
and minor capital expenditures. The challenges and opportunities 
presented will affect the way we manage people. 


Implementation is proceeding through pilot projects in various 
departments, consultation and policy development. Under the direction 
of the Operating Budgets Steering Committee of senior officials at the 
Associate and Assistant Deputy Minister level, interdepartmental working 
groups are addressing the policy framework and communications Strategy. 
Treasury Board policy and guidelines, a manager’s guide and training 
modules are forthcoming. 


This document has been developed under the direction of the Human 
Resources Development Council in its role to provide corporate 
leadership for the management and development of human resources in 
the Public Service. It reflects the contributions of line managers, human 
resources, finance and administration advisors Public Service-wide. 
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THESPBOREER SIDE, ORJOPERATING BUDGETS 


im FOCUS 


The Operating Budget initiative is one of the most important in the 
renewal of the Public Service. It should provide a broader range of 
options that managers can use to make the best use of their people 
and other resources by applying the principles and values of good 
management. 


This document focuses on providing deputy heads and line managers 
with a practical overview of the people side of Operating Budgets. 
It is not intended to be a technical document, or a "one-stop 
shopping" guide for managers on Operating Budgets. 


a. More Information 


A manager’s guide will be issued shortly, incorporating these people 
dimensions, as well as details of decisions on outstanding issues, to 
give managers a full and practical "how to" guide on Operating 
Budgets. 


For more information on Operating Budgets, managers should 
contact their corporate services advisers. They in turn may wish to 
contact the appropriate liaison officer at the Treasury Board 
Secretariat (TBS) (i.e. Program Branch, Administrative Policy Branch, 
Human Resources Development Branch, or Personnel Policy Branch) 
or the Office of the Comptroller General (OCG). 


2; FRAMEWORK FOR CHANGE 


a. Good People Management 


Good people management is based on setting clear objectives and 
personal accountability. It requires effective planning, recruitment, 
training and development and organizational design. This investment 
may require a lot of work at the outset, but will result in more 
efficiency over time. 
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Allowing managers to make better use of resources through 
Operating Budgets and providing flexibility for operational 
effectiveness does not exempt them from the merit principle, 
collective agreements, financial, personnel, administrative and official 
languages legislation and policies. An Operating Budget is not a 
blank cheque to increase the size of the Public Service or an 
incentive to reduce it. More than ever, managers will be accountable 
for the results of their decisions. 


Operating Budgets, characterized by PY decontrol on the one hand 
and a full costing of inputs on the other, provide managers with the 
framework and options they need to make better use of resources. 
Managers will have greater scope for initiative and flexibility in 
meeting program objectives. Operating Budgets in and of themselves 
will not lead to better or worse people management. The decision- 
making processes to determine the most efficient use of resources are 
the foundation of good people management. 


b. Delegation 


Operating Budgets will not have identical levels of delegation in 
departments. Each department will evaluate the appropriate levels 
of all resource delegation based on its structure, size, procedures and 
capabilities. With effective communication, training, and management 
information systems, departments can progressively implement the 
flexibility and efficiency that the Operating Budget offers. 


C Authorities and Accountabilities 


Departments may wish to ïdentify the Authorities and 
Accountabilities with Human Resources Implications (Appendix A) 
for which they have delegated responsibility in determining levels and 
areas of delegation within their departments. Delegation should be 
commensurate with that of responsibility. 


7 PEOPLE COSTS 


Managers should be aware of the costs of their decisions when 
considering their options. 
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a. Treasury Board 


Some personnel costs, which departments cannot control, and which 
may add systemic financial biases to people decisions, will be funded 
by the Treasury Board. Examples include severance (only the 
amount earned for each year of service and paid on resignation); 
maternity benefits; costs of restructuring a classification standard; 
extraordinary equal pay adjustments; and vacation credits (only on 
separation). 


Some personnel benefits costs are centrally funded by the government 
(e.g. pensions, UI contributions, disability insurance, health insurance, 
dental plan, workman’s compensation, payroll tax). Changes in staff 
levels, therefore, have an impact on central funding. Therefore, a 
"transfer price" of 20 per cent of salary, which is the value of such 
benefits, will be applied when funds are shifted between salary and 
other operating costs (a surcharge for converting to salary dollars, a 
supplement for converting salary to operating dollars). 
Accommodation for employees is also a centrally-borne cost, except 
where departments pay for their own accommodation. The 
Operating Budget Steering Committee is proposing that departments 
pay directly for increases in use of accommodation and receive 
savings for decreases in use. 


The work force adjustment directive has been negotiated and signed 
with the unions. Managers should be aware of the significant cost 
when an employee separates, either for potential pay outs (pay in 
lieu of unfulfilled surplus period, severance pay, salary protection or 
other special lump sum compensation) or for ensuring continued 
employment within the Public Service. A Costing Guide for ‘Make 
or Buy’ Analysis of Government Services is available from the TBS’s 
Administrative Policy Branch to assist managers to determine the 
cost-effectiveness of contracting out. 


The Operating Budget Steering Committee is now dealing with 
compensation for the impact of inflation on departments’ budgets. 
Affordability will limit the amount. 
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b. Departments 


Departments will be responsible for the costs of their decisions. 
These costs include salaries and other personnel costs resulting from 
the department’s operational or organizational decisions--e.g. changes 
in the size or mix of the workforce (including equal pay increases), 
reclassification, relocation, acting pay, overtime, shift premiums, 
educational leave, training and development, work force adjustment 
(WFA) payments, salary protection, retroactive payments, and the 
"cash-out" of accumulated vacation credits (except on separation). 


Employee costs which relate directly to operational decisions of 
managers (e.g. overtime, acting pay, reclassifications) should be paid 
out of the manager’s budget. Other large or extraordinary payments 
(e.g. education leave, extended sick leave) may be more difficult to 
absorb in individual budgets. Furthermore, placing the financial 
burden of certain costs at the responsibility centre level could deter 
hiring individuals at the top of their salary band or those who bring 
with them unfunded entitlements. These could be employees needing 
extensive training (e.g. language training), equipment to enable 
employees to do their work (e.g. employees with disabilities), 
employees with a lot of vacation leave (cashed-out at year end), or 
salary protection. 


In considering solutions, and with a view to removing potential 
systemic biases, departments may wish to set up a corporate budget 
for such payments. This fund could potentially standardize costs for 
groups and levels, and include an internal "transfer price" for 
accommodation and common services. In separating these funds 
from the individual salary budgets, departments should consider levels 
of delegation in the department, the size of individual budgets, the 
ability of the manager to manage certain payments, and the 
implications for the department’s performance on such policies as 
employment equity, training and development, and official languages. 
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4. MANAGING IMPLEMENTATION 


a: Communication 


Communications are essential to the success of Operating Budgets. 
Success depends on managers and employees. Departments should 
include unions, employees and managers early in discussions before 
implementing Operating Budgets. Managers, employees and unions 
need information and an opportunity to discuss the new regime, its 
benefits and effects, and confirm or dismiss perceptions. 


While it is important in communications not to oversell Operating 
Budgets, discussion of the positive people opportunities may help to 
balance the concerns and uncertainty of employees, unions and 
management. While neither an incentive to increase nor reduce the 
size of the Public Service, increased flexibility to hire indeterminate 
employees, where PY constraints had previously forced the use of 
contracted out services, have proved in some pilot experiences to be 
cost efficient and to have given a better return on the investment in 
training employees by retaining technical expertise within the Public 
Service. Any hiring decisions must weigh the costs of salaries and 
benefits and the investment costs in employees (e.g. training and 
development, learning curve) against the longer-term gains in 
corporate memory, commitment and productivity as well as the return 
on training and development. 


b. Training 


Effective training in all aspects of Operating Budgets must 
complement the communication of information. TBS, OCG, CCMD, 
Training and Development Canada, and Government Consulting 
Group are currently addressing training requirements. Some 
departments involved in the pilot stages are developing their own 
training modules to reflect the new skills that personnel, financial, 
and administrative staff and line managers require. The manager’s 
guide will provide both a quick reference document and the 
framework for some of those modules. 
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Cc: Implementation 


Although scheduled for full implementation in April 1993, Operating 
Budgets will not be introduced overnight. Wage envelopes have 
started the process of implementation. Departments have the 
flexibility to decide when and how to begin, progress through, and 
complete implementation. 


Progressing to maximum delegation under Operating Budgets will 
require enhanced management skill and constructive decision making. 
Deputy heads and managers alike must ensure that key elements are 
in place as further authorities are delegated. The Manager’s 
Checklist (Appendix B) lists these key elements as questions that 
deputy heads and line managers may ask of the whole department or 
of the responsibility centre. 


5 CONCLUSION 


People management practices will become more transparent as new 
delegation, authorities and accountabilities to managers provide more 
flexibility and trade-offs. With thoughtful communication, training 
and delegation, many misconceptions may be dispelled, and many 
perceptions clarified. Perceptions and Misconceptions (Appendix C) 
may help with communications strategy. Managers may also wish to 
develop questions and answers of their own which reflect the 
implementation process in their own departments. 


The key to successful implementation of Operating Budgets is 
effective preparation, communication, delegation, role definition, and 
training. Implementation is an evolving process, ultimately requiring 
and resulting in a change in management culture. This presents 
departments and line managers with a challenge to manage resources 
more effectively and a unique opportunity to put clients, stakeholders 
and employees at the centre of our efforts to respond to changing 
needs and expectations. 
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APPENDIX A 


AUTHORITIES AND ACCOUNTABILITIES 
WITH HUMAN RESOURCES IMPLICATIONS 


iy Legislation 


Access to Information Act 

Canadian Human Rights Act (CHRA) 
Financial Administration Act (FAA) 
Official Languages Act (OLA) 

Privacy Act 

Public Service Employment Act (PSEA) 
Public Service Staff Relations Act (PSSRA) 
Public Service Superannuation Act (PSSA) 


oh Policies and Directives 


Classification 

Compensation Related Policies 

Conflict of Interest and Post-Employment 
Employment Equity 

Foreign Service Directives 

Occupational Safety and Health 

Human Resource Planning 

Isolated Posts Directive 

Performance Review 

Relocation Directive 

Security 

Self-Funded Leave 

Staffing Related Policies 

Travel Directive 

Training and Development 

Work Force Adjustment Directive (WFA) 


3. Terms and Conditions of Employment 


Collective Agreements 
Master Agreement 
Provisions for Unrepresented Employees 
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APPENDIX B 
MANAGER’S CHECK LIST 


Has my department established a consultative body of unions, 
employees, and management? 


Have I shared information with all my employees? 


Do we have the appropriate personnel and financial management _ 
information systems in place, with appropriate training, to 
facilitate informed decision making? 


Does corporate management’s role support line managers? Are 
corporate services staff (finance, personnel, administration) 
working together and taking on a new consultative role with line 
managers? Have they received appropriate training? 


Has my department ensured that I will not be overburdened with 
delegated administrative duties? Do we have a plan to 
effectively manage these responsibilities? 


Have I been delegated appropriate personnel authorities 
consistent with financial authorities? Are the accountabilities in 
both areas equally defined and effective? Have I been informed 
and received appropriate training? 


Has my department analyzed the need for a corporate budget of 
centrally managed funds for those expenditures either outside my 
control or disproportionately large for my budget? Have the 
appropriate corresponding authorities remained at the corporate 
level? Am I aware of the rules to disburse these funds? 


Am I prepared to take risks? Does my department encourage 
and support me in taking reasonable risk? Does the 
accountability structure consider and_ reflect possible 
consequences of reasoned risk taking? 


Has my department developed criteria to evaluate 
implementation (e.g. evaluation of management information 
systems, appropriate delegations)? 
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APPENDIX C 
PERCEPTIONS AND MISCONCEPTIONS 


1: Increased Work Load 


Will I be overwhelmed, rather than empowered, with additional 
delegations of administrative functions? 


Answer: Empowerment is not simply delegation, but providing the 
appropriate environment where managers and employees are 
encouraged and motivated to take responsibility, with appropriate 
levels of risk, and personal accountability. In determining 
appropriate levels of delegation, departments should be careful not 
to overburden managers with further administrative responsibilities 
that may be more appropriately retained centrally or delegated to 
different levels or areas. 


D, Risk 
Will senior management accept that risks cannot be taken without 
consequences? 


Answer: Increased authorities and accountabilities may not 
empower managers if they fear failure and are averse to taking risks. 
Empowerment requires taking reasoned risks and being accountable 
for those decisions. Senior management should ensure that managers 
have an environment that supports appropriate levels of risk. 


De Policies and Procedures 

Will the constraints of personnel processes (e.g. staffing, classification) 
restrict my flexibility to spend my budget in the most effective and 
efficient way? 


Answer: Departments are responsible and accountable for 
personnel processes and the delegation of personnel authorities. 
Personnel policies and practices should aid rather than inhibit good 
management. The application of the merit principle ensures that 
competent people are chosen to do the job. Good planning ensures 
that management has properly trained and adequately skilled staff to 
achieve operational objectives. Employment equity ensures that all 
people are treated fairly and receive equitable opportunities to 
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develop. Departments should ensure that policies and procedures 
which hinder effective and efficient management are reviewed and 
revised. Personnel authorities should be appropriately delegated in 
terms of the department’s operational requirements. Corporate 
functional services (e.g. finance, personnel, administration) will need 
to work together to streamline processes and provide consultative 
services to line managers. Central agencies will continue to review 
personnel policies to eliminate roadblocks to good management. 


4. Classification 
Will the changes I make in the mix and levels of positions 
compromise the integrity of the classification system? 


Answer: Managers will choose the best mix of employees to meet 
program objectives and improve service levels. Managers must still 
adhere to classification standards. Exclusive focus on reducing salary 
costs by purposely under classifying jobs would have a serious impact 
on service delivery and could cause recruitment difficulties. 
Classification simplification, will result in a system that is considerably 
easier to manage, less complex, and more easily understood by line 
managers. The Treasury Board will continue to control the size of 
the Target Executive Count (TEC). 


5. Temporary Help, Casuals, Term Employees and 
Students 

Will the employment of temporary help, casuals, term employees and 

students increase? 


Answer: The current system of person-year (PY) control favours 
the hiring of students and contracted temporary workers as they do 
not use PYs. Other factors, such as the speed of staffing and 
uncertainty of PY allocation, have added to the bias to hire term 
employees. The federal government is the largest student employer 
in the country; as such, students make a significant contribution to 
government operations. To remove a potential financial bias, the 
TBS is examining a salary framework for students which helps 
managers and is fair to students. On the other hand, managers 
taking part in Operating Budget pilots have experienced new 
flexibility to hire indeterminate employees instead of casuals, terms, 
temporary help and contract workers, thereby retaining the job- 
related expertise in the public service. 
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6. Salary Increases 


Will I be accountable for increased personnel costs as a result of 
negotiated salary increases? If accountable, will my department 
participate in the negotiating process? 


Answer: Under the proposed Spending Control Act, total program 
spending increases would be legislated over the next 5 years. 
Affordability will limit the amount. The Operating Budget Steering 
Committee is currently dealing with inflation adjustments to 
departments’ budgets. The manager’s guide will reflect decisions 
made. The TBS is also examining the role of departments in 
negotiations. 


fl Accommodation 
Will paying directly for accommodation encourage managers to 
squeeze employees into sub-standard accommodation to save money? 


Answer: The Steering Committee is discussing transfer pricing for 
accommodation. Should departments pay for increases or be 
reimbursed for decreases instead of a flat transfer price per 
employee, the incentive to save money by saving space should be 
balanced with the awareness that the quality of the work environment 
has a direct impact on the productivity of employees and the levels 
of service. 


8. Terms and Conditions 

Is there a disincentive for me to respect terms of collective 
agreements: e.g. hours of work, overtime, acting pay, in order to 
achieve the bottom line in my Operating Budget? 


Answer: No. Operating Budgets do not differ from current budget 
management in this respect. Managers must continue to respect the 
terms and conditions of employment and collective agreements. 
Neglect to do so may result in employee grievances and more costs 
to the employer. 


#), Management Information Systems 
Will departmental and SSC personnel systems be up to speed with 


financial systems and be adequately integrated by April 1993? 
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Answer: Databases of financial and human resource information 
systems need to be linked and integrated. The degree of integration 
and access to information from departmental and SSC personnel 
systems will vary by department. The OCG and SSC are addressing 
timeliness of salary information from central or common systems. 
The Public Service Compensation System and Common Departmental 
Financial System will be dealing with many of these concerns in 
implementation. Departments should assess their own pay processes 
and salary control and reporting systems now and their potential for 
expanding their access to managers. Departments may wish to 
examine the information systems of other departments 
(e.g. Communications Canada) for potential application. The current 
state of departmental systems will influence decisions on delegation. 
Departments should consider incorporating salary planning tools for 
managers to help them assess the impact of their decisions. To assist 
departments, the OCG has developed and issued profiles of Salary 
Forecasting Systems in use in a number of departments, and will be 
issuing further information on Salary Budget and Forecasting Systems 
shortly. 
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